by WALTHER LEDERER

The Balance of Payments in 1963

THE outstanding developmant in our
foreign transactions during 1367 was
the sharp decline in the adverse halance
fromn the first to the second half of the
yenr.  For the year as a whole, the im-
provement from the preceding year was
vonsiderably smaller.  The chunges are
mosl evident in the balances on the
“regular” types of transactions, includ-
ing goods and services, (Government
grants and capital flows, movewnents of
17.8. private capital and private foreign
investments (other then changes in
liquid assets) in the United States.
Alter adjustiment far sensonal wvaria-
Livna, the balance on these transactions
shifted fraie about $2,200 million in the
first Lialf of 1983 to $1,000 willion in the
second helf {revised from the prelimi-
nary release). The total for the yenr
wns 53,300 million, as compared with
$3.570 million in 1962, $3,04¢ million in
1981, ond between $3,500 nnd 4,200
willion during the yenrs 1953 to 1860
{table !, line Al13).

Speciel transectiens

If #spacial” Government trensactions
are added to the regular types of trans-
petions, the imprevement in the balanze
frpwt the first to the second hull' of 1563
is nlao avident, nlthough the quarter-to-
quarter changes are affectad by the
largs changes that oceurred in “specinl”
tennsnctions. If sales of nonmarket-
ahle medivm-term Government securi-
tise whieh are convertibla by the foreign
hiolders into cash #t short notice—first
igsued in 1963-—are included with liguid
linbilities, the seasonnlly adjusted bal-
anee changed from nbout $2,170 million
iy the firet half o about §490 million in
the second half of 1982 (table 1, line
1), TIf thesa securities are considersd
2. medinm-term cnpital inflow (although
of the ‘'special” type) the balance
shifted from $1,670 million to $260
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million {tabls 1, line 2). The annual
balsnee under the fiust elassification
of these securities wis $2,600 million,
snd under the second, §1,960 million.
The balance on “regulny™ pius ‘‘special”
types of lrnnsclions in 1962 was about
42,190 wmillion and in 1961 $2.370
million.

In nddition to the saleof nonmarlket-
able medium-term secwiities, the special
tronsactions include advanses by {ereign
eovernments in axeess of deliveriea on
military contracts, and repiyments of
forsign debts to the T1.5. Government
in advance of contractunl achedules.
Advances by loreign countries on mili-
try contracts exceeded deliveries dur-
g 1963 by $360 million with most of
the diffevence nccruing in the second
hall of the year, Dada on deliveries in
that period arve still preliminnry hew-
ever, mainly with respect to timing
Tbretween tha third wnd lowth quarters,
For the year 1963 ns & whole receipts
{rom not advances were about $110
million less than in 1962, (Table 1,
line B2.)

Repnyments on foreign loans in
advance of contractual schedules wore
reladively large in the ihied aanrter
when France and the Netherlands mada
large payments. Tha fizures in the
ather quarters represent mainly sales by
the Export-Import Bank of foereign
nates prior Lo their maturity, For the
year 1963 as n whole nonscheduled
receipts were $325 million, compared
with $666 million in 1962. (Table 1,
line Bl and tuble &, line 41.)

Except foy the sale of nonmarietabie
mediom-term  convertible securities,
which amounted to $702 million during
1963 {with 5502 million in the first Jall
of the year nnd 3200 million in the
second}, net receipts from specinl trans-
netions in 1983 weve 3840 millicn, com-
pored with ebout $1,380 million in 1962,

While these receipis improved the
kalance as measured by changes in
monetnry reserves and liquid Jinbilities,
the decline from 1362 to 1963 demon-
strates the ndvisability of sepminting
these trnnsactions from the other or

“rgpuler” types In analysing develop-
ments  ofecting the balance of
paymenta,

Changes in reserves

A major change in 1963 affecting our
international financial position stermmed
from the fuct that foreign conntries kept
much mora of their nel receipts from
trensactions with the United States in
ligquid dollar nssets.  Accordingly, ULS.
reserve  0ssels, including the godd
trenche in the IMF {which inensurss
our nendy eutometic drawing right)
daclined substantislly less than in 1962.
The total deecline in resarve aszsts
during 1963 wos $378 million, compared
with 1,532 millien in 1962, nnd xoine
back 4 yenrs, between n low of $G0O
million in 1961 und a high of $2,275
million in 1958. The decline during
1363 in gold holdings nlone was $461
million, by far the smallest nmonnt
since 19567,

The reduction in foreign purchases
of U.5. gold can in part be attributed to
sirengthened cooperution between the
monetary authorities of the principul
countries invelved in fnternutionsl fi-
nancial tronsactions. This cooperation
since 1961 has grndunlly hecome more
eliactive in dewpening the impuct of
virions adverse paliticel and economic
developments on internationel gold arl
capitel markels. Larzer sales of gold
in 1963 by the Soviet Union to finence
incressed purchases of [oadstufls by ihe
Soviet blee countries were another
foetor reducing foxeipn detnand for TS,
gold. The total amownt of gold added
to [oveirn reserves from sources outsida
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tha Unitad States, which include Soviat
sales o well ns hew gold production less
private purchnses in the free world is
eotimoted to hove besn about 930
million in 1963, 0 compored with less
than $400 million in 1962 and $740
million in 1861, {Sea tabls 5, Menia-
randum item I11.)

he rise in forsign holdings of liquid
dollur assets in 1963 was about 51,590
million. In addition to this foreign
central banks purchnsed the $700 mil-
Lion of nonmarketebls, medium-term
convertibls [1.8. Government sesurities,
I'h 1062 the total rise in foreipn holdings
of ligqnid dellnr ossetzs was about $G50
million, The rise in 1983 ig believed to
have been secenfuated by the accumula-
tions of dollar proceeds from gold sales
by Soviet bloc authorities in privats
foraign banks, in anticipaticn of dollar
payments for incrensed imparts of
faodstuils,

An impartant development in 1983
wos the aubstantial geing in gold and
dollar lwldings of saveral of the fess
developad eountries. As o group these
countries accountad for mare than §1
llion of the total foreign gnin in liguid
dollar nssets and gold purchases from
the Tnited Stntes, while the developed
countries accounded for nbout $1.6 biil-
lion {including the $700 million of non-
marketoble medium-term convertibla
socurities). In 1862, the less developed
countries as n group had only a minor
INereasa i reserves,

Among thesa counfries, major in-
ereases in dallar and gold holdings were
regiatered by Argentina, Mexico, Ven-
exnsela, and Spain,

Major changes in foreign transec-
tions

Tha major chooges in the “ reguler’
types of internationsl] transactions are
shown in the following tabulation.

Among the changes from 1962 to
1963 the following appear most signi-
ficont:

{1) The %1.4 bhillion rise in mer-
chandise exports considerably exceeded
ihe $500 million rise in imports.  About
$400 million of the ries in exports and,
therefore, in the trede balance was
divectly financed by Government granis
and copitel outflows, and in this peried
ot lengt did not contribuie to dollar
receipts from abroad. (To the extent
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thnt exports ars finenced by dollar
loans, principal and interest will he
received in subsequent pericds, while
goma of the losn repaymenis received
in the eorrent period may be consid-
erall poyments for exports in earlier
periods.)

(2) A reduction wans achieved in
mititary expenditures,

{3) Mat income on foreign invest-
ment incrensed as it did in mest of the
postwar yems, but only hy $40 million
ne compnred with $365 million in 1962
and $680 million in 1961.

{4} MNob outHows of private onpital
rose by nbout $670 million, A part of
that miso may have been associnted,
Lowever, with the rise in sxports,
althiongh data to messurs the relation-
ship hetween exporle and private capi-
tal flows nre not aveilable.

(5 Government grants mud copibal
outfows tose by 3250 million, but
goods and services supplicd under thess
programs {rom the United Stabes and
other expenditures in the United States
rose by about $440 million = that
direct dollar ocutflows were nbout $190
million less thao in 1962,

{8) Tha balance on wnrecorded trans-
nctions {and errus in the estitmntes)
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centinued to be on the debit eide
during the yeir as & whole, but it was
about $520 million less than in 196Z.
The decline may he due, in part, to
buetter covernge in 1963 of the fipures
on eapitel flows and in part to a de-
cline in enpital movements, hoth long-
and short-term, which usunlly fail to
ba recorded. It would be ineorrset,
however, tc nssume that errors osnd
omissions are limited to the dotn on
capital flows.

The major factor in the improve-
ment of the balanee from the first to
the zecond half of 10683 wos the decline
in capital ocotllows. The chaoges feom
tha third to the fowrth guarter were
largoly offsetting. The riza in net
cradits on goods and services was
offset by n rise in net debite on pri-
vate capital ouiflows, (overninent
gronts and capital movements, while

net debits on unrecorded transsetione
declined.

Merchandise trade

The rige in UL exporta of agrieal-
tural goods from 1982 ta 1063 accounted
for about $560 million of the $1.4
billion increase in merchoandise exports
{excluding gooda eold and transferred
under military programs). Stneting
in the second quarter and accelernting
lnter in tha year, it comprised shout
$220 million, or one-fourth of the
incrense in total exporiz from  the
firat to the secend balf of 1983, and for
shout %175 millian, or nearly two-
thirds, of the rise from the third to
the fourth quarier., Wheat and odher
groing aceountad for about $235 million
of tha $560 million rise over the previous
vedr in all agriculturel groducts. Al
of that incresse oconrred in the second
half of the year.

Adverse weather conditions lending
to short crops in large parts of Europe
and Asin conbributed to the inerease in
foreign imports. A part of these im-
poris were obtained from the TUnited
States. When these inports were ob-
tained from oiler countries, such as
Cnnada, Avstralia, snd Argentina, their
higher earnings enabled tham to in-
crenge their imports, some of which
hnve already or may in the future come
from the Tnited Stutes.

Weather conditions abrond provide
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only & partial explanation of the vise in
agrieultural exports, including some of
the incrense in grain shipments. Tha
expansion in cotton mnles particularly
in the fourth qusrter of the year (which
more thon componsaled for o decline
during the Rrst half of 1963) woa due to
changes in Govornment soles proseduras
which malte it casier for UL.S, exporters
to compete in internntionsl marksts
Incrensed sales of tobaceo reflest largely
& recovery from the preceding year,
when enles wers temporarily reduced.
While zalas of these products may not
sontinue to rise ms fney sa they did in
the latter part of 19683, the new level
does not appear to be too high relative
to the longer run export trend which
may be anticipated.

Agrieultural exporta also reflest the
rising standard of living abrond, partic-
ularly in the sther industrialized coun-
tries. A major part of the sxport riss
to these countries was in dniry praducts,
vegatahle oilz and ailsseds, and various
anima) faods.

“About 3150 million of the 196383
rise in agriculturnl exports (from abont
$1,250 million to about $1,400 million)
waa fintneed by Govermment prants
ard capital. Such -exporis wers reln-
tively Iarge in che first holf of 1963 but
fell off in the second half. During thnt
period the rise in doller sules was, there-
fora, aven larger than in total agricul-
turnl axporta.. e

~Dollar snles of agricultural products

in 1263 which wara dus te tempornry
conditione may ba estimated roughly
at about $100-5150 million. Most of
these shipments ocenrred in tha last.
cuarter of tha year.

Abont $150 million of tha 1982-53
gxport rizge resulted from higher ship-
ments of fuels, maostly coal. The 1ge
in ponl exports was accentunted by
weather cenditions and intorrupticns
in ¢onl production in Burope last spring,
but iz sl due to o reduction in import
reslrictions s Furopean requirements
rose relative to production ond inven-
tories rapidly declined. TS coal is
competitive in European markets pro-
vided low cosi transportation fneilities
are available. To a larga extent U5,
coal is uged there in steel production.
Conl exporie did not continue to rise
after the middle of 1863, but the pains
achieved by that time were maintained.
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Exports of nonagriculurnd materinls
and of Anished mamelnctures, with the
excoption of comnerciol aiveraft and
#gpeciul entegory” goods (argely mili-
tary nnd electronic equipment), vose
in vesponsa o the acceleration in busi-
ness netivity in the other industrinkized
counlries, although domestic damand,
which competes with foreign demand
{gr our industrial ouiput, also increased.
Exports to Western Turope nnd Japan
appear to bave increased somewhbat
inore than one would expect on the
basis of past relationships. In the
cage of Europe, the ndditional exports
appear to hove been—in part at lenst—
conswmer goods. Such exports ross
over 1962 by about $60 million, as com-
poared with the previous year's rise of
$10 million, Mevertheless, they con-
tinued te compnze only a rather small
percentage of doinl exporis to that area,
and remained 5 rather insignifieant
pmt of the rapidly rising consumer
demnnd abrond.

The major part of the rise in exports
to Western Europe, moat of which waz
presumably nssociated with the rise in
production in that ares, was in wirious
industrial materials, and in machinery.

Exporta to Japan also expandad
satlier and initinlly faster than mey
linve bean axpected on the Lasis of prat
relutionships, but this valative advance
narrowed again towsrd the end of 1063
as production in Japan necelerntad,

Dirertly and indivectly the mujor
turng in export to Japan also nppear ta
be influenced by wajor ehonges in
Inpanesa rezmves. Downtorne in re-
serves have in the past resulted in

, restrictions on jmports and slowdowns

in output, while growing reserves have
fncilitated relaxations of import restric-
tious and neeslerntions in economic

: notivity.

| A major factor in the expert rise,

g particularly in the second half of the

{ ¥our, were expanding purcbases by
¢ Cnnnda.  This inerense may raflect the

; effects of the elimination of special

]
=

-‘

1

s.

\ import restrictions imposed during the
} Canndinn sxchange erisis in the middle
b al 1952 nz well oz the rise in Canadian
. business activity, and the incrensed
+ incotnes derived from the rise in sules of
+ agricnlimrad produets.
y  Substantinl increnses in cxports to
Austrulin and South Afiea were nlso

FEHE R T R
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aclieved, reflecting inerenses in the re-
coipts of these countries from ligher
imports and investments by the Tnited
States nnd other industrinlized coun-
tries. Shipmenis o the other eountries
in Agin, pacticularly India and Pakistan
reflectad higher Govermment nid, as well
as highar returns an their exports,

In contrast to the rising exporis tv
other paris of the world, business with
Latin America stagnated through most
of the year but seme accelersiion oe-
curred in tha last quarter. The major
increase at that Lime was to Venaezoaly
but there wasg alsa a rise in sales to
gome of the minawl exporting countries,
sid—with the mojor exception of Bra-
zil—to some of the eolfes exporters.
Tha recent strengthening in prices for
their axports should provide a busis for
n further axpansion in their imports
from the United States.

Merchandise imports

Although imports did not rise in tle
Inst quarter of 1963 the increase for the
year &5 o whole was just over 3 porcent,
not ;uck leas than the 5.4 percent rise
in GNP. In past perinds of expending
business activity imports freguenily
have risen somewhat more then do-
mestie putput

The largest relative rise in imports
was i manufactured eousumer goads,
including automobiles.  For the year as

a1 whale it umounted to 11.5 pereent,
maore than twice the rate of inerensc in
afl importz, and mere than doable the
rate of rige in total eonsumer expendi-
tures on goods sther than food, gasoling
and oil.  Impoerts of eapital equipmont
Mezo moved up faster than total jm-
ports.  Theea twa groups of wuwnulne-
sired gropds comprise more than 40 per-
cent of the total import riss.

A shaep rizé oeonrved aleo in steel
imports, which advansed by about $150
mitllisn or 28 percent.  Imports of other
industrind moterinls and fuels roso ouly
by 1.7 peccent or less than onn-thired
the ratz ot which domestic business
nekivity sxpanded.

Linports of foodstufs, whicli ave much
less sensitive to fluctuntions in domestic
production and  incomes, expended
mainly becnuse of rising prices, par-
ticularly For sugar. World colfee qui-
tafions started to rize aboui 1nid-
September 1963, but thvough the end
of the yenr had velatively litdde effect
on  import values. The price rise
accolerated shnrply, bowever, ducing
thie fivet 2 months of 1904, Linporis of
cattle, ment products and fish, which
totaled close to BL Dbillion, were only
slightly bigher than in 1962 and the
upward trend i previous years wns
almeost stopped.

Among the couniries which benefited
most [rom tha risa in imports were
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Japnn and Hong Eong (with U.S.
imports vising by more than 10 pevasent},
Canada (6 pereent), and Australia, and
New Zenlomd (14 percent). The in-

SURVEY OF CURRENT BUSINESS

crense from Turope was only about
4 pereent, nnd from Liatin America nob

aueh aver 2 percent, and mast of that

was in Imports from Arvpentina,

Tuble 2.—11.5, Bulwnee of Poymente by dMajor Components.! Seasoaally Adjosied
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Militery and services trarsactions

A mujor improvement of the balance
of poyments wae achieved through a
reduction by nbout $150 million in
defznee oxpenditurea abroad, Nearly
half of that decline was due to lower
payments for fissionnbla materials, as
the hocklog on deliveries, contracted
for in serlier years, gradually declined.
The reduection in other axpenditures is
algo gignificant, however, becguse it
wag achieved in spite of rapidly rising
cozts abroad, particutadly for serviees,
and inpressed solavies for TS pe-
gonnel during the latter part of the
year.

Dhalivories on foreign orders for mili-
tary equipment, according to prelimi-
nary figore:, did not ries, howsver,
althoogh the bacllop of orders ron-
tinued to sxpaml. In the second half
of 1063 ndvance payments by oreign
countries for militay eguipment ox-
ceedod deliveries by about $360 mil-
lign, As these roecipts change con-
gidarubly from ona quarter to the next,
and the build-up of sucl Jiabilitias
eannot ba axpected to continne nt the
currant rate, they are sntered in the
analyziz table (tabls 1, line B2) os
spesial transaction. In table 2, how-
ever, instead of deliveries nnd changes
in linbilities cash receipls are shown
ffing B2). Totnl cosh recsipts in 1063
were about $150 million legs than in
1962, and approximately offset the
decline in ensh expenditures,

Travel exependitures continusd to
rise during the year. Receiptz from
sbroad insessed ozly by 320 million.
The msajor resson that this rise wns
not lerger wos the dechine m Canndian
travel in the United Stetes [ollowing
the devaluniion of the Covadinn dollar
in May 1982. Recnipts fretm  other
countrise increaged by abeut $80 mil-
lion or about one-sixth.

Incomaea on investmaonts

The balance on investment income, as
was pointed cut sarlier, increased from
1962 to 1963 only by about $40 million,
the smallest amount sinee 1950, The
decline in net teceipks was the resuls
of a slowdown in tha rise in incoma on
divect investments {0 hardly more than
$100 mllion for éhe yoenr as o whole
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if (and an netual dncline during the lotter

4

purt of the yeer} and o substontial
4 neceleration in income payments.

. Xt is still true that tha ouiflow of U.S.
11-‘:ﬂ]:ut::tl is mostly for long-term invest-
'r:ments which yield more than we pay
on the inflow of fﬂmgn funds, o large
pirt of which are held in ltqmd nsgets.
Y Howevar, the rise in domestic interest

qnates on time deposits and Government

! speurities bag affected not only the now

" foreige funds flowing in subsequent to

fhat rise, but alsa, rather prommpily,

, payments on all such foreizn assets

 heid here. Thie rise was the major

;» renson for the inerense in payments of
J ineome on foreign investments.

4

T e gt Bl

Receipis from all privata 118, invest-
ments abrond sdvanced further to o
new high of $4.1 billion in 1962, but
the rate of growth was lower then in
the prst few yenrs and receipts in the
fowrth gquarter of 1983, wecording to
preliminary data, were slightly less than

l in the covrosponding auavter of the

.

PIEVIOUS T BN,
Income received [rom direct foreign

n jyveslments acecunted for about three-

———ill e - + ———

Gt g eima uTeiir -

i

guarters of the totnl. Partial data
now savailable indicate that braobeh

; profits in 1953, derived mainly from

the petrolenm nnd mining industries,
wers prowing ab & sieady vate, hut that
dividend distributions {rom manufac-
turing and other offilintes did not
ingrease in 1963 and moy have dioin-
ished. The failure of dividends from
thess subsidinries to rise may suggest
that o lavger port of their earnings
was reinvested sbroad. Dats te con-
Aem this are not yet available, however.
The guarter-ic-quarter changea in
meome on  direct Investments nre
frequently the result of the timing
of dividends by a few large subsidiaries
in continental Europe, If these were
smoathed out, the drop in the fourth
quarter of 1963 from the fourth quarter
of 1962 would be elimicated, bub for
the yenr ua a whole there would still
be o gain of only about 3 percent in
total direct investment receipts, com-
pored to sbone 14 percent in 1942,
Income from [.8. holdings of foreign
securities and from short- and medium-
terin, louns inereased by about $100
million in 1963, about the snme as in
1962. This gmin is based largely on
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ndditional investments avernging $2
hillion per year in 1962 and 1263.

Prizate capitel movernents—Gonearal
developments

The outflow of T7.8. capital, which
hnd started to rise in the last quoerter
of 1962, continued that inerenss in the
first half of 1983, resching & total of
nbout $2,680 million in that period.
The riza was largely in new issues of
foreign securities, but direet invest-
ments werg also up and so were long-
and short-term bank Yoans, az well as
investments of corporate funds in
foreign, particularly Coanadian, banks
Te stem the outflow af capital, the
FPrezident proposed in the middle of
duly the enactment of an interest
equalization tax on purchases of foreign
securities to La effective penerally as
of the fallowing day for purchases of
outstanding securities nnd for purchises
of new isaves which were saranged adter
that dote. In addition the ceiling on
interest rates on tme deposits was
roised, and the discount rate was
increansed; these measures made it
possible for the robea on short-term
Trensury bills end on privats negotiable
obligntions with comparable liquidity to
g0 up.

The copital outflow dropped to about
$1,420 million during the sacond half
of the year—althouph this period still
inciuded the soles of some now issuss
which had besn arranged for oarlier.
The decline was mainly in the third
quarter, however. In the fourth
quarter capital sutflows—after nlfow-
ance for ponsomal changes—incrensad
agmin to sboot $850 millien, which
wis about as high as the quarterly
pverage during the years 1960 to 1962.
About $390 million of the $470 million
riza hotween the two quariers was in
direct invastnents.

For tha year as n whole the net
outflow of T8 private copital was
about $4,080 millien, $310 million more
than in 1962 but still Jess thoan in
the previous penk year of 1961.

Inflows of forcign private funds for
investment in other than liquid assets
were nbout $240 million up from 1562,
as n result of increased purchuses of
15, securities. Inflows of foreign
cnpital for divect imvestrments in the

SURVEY OF CURRENT RUSINESS

United States were somewlat smaller
than in 1982, '

Both U.5. investmenls in foreigh
securities (Dew jesues) ond foreign
purchases of U.S. securities were in-
crensed in the second guarter by about
$100 million as o result of transactions
closely linked Lo each other.

The debit balpnce for the combina-
tion of T.5. capital outilows and
foreign copital inflows was about 53,600
millien, or $570 million higher than in
1962,

Mujor types of capital transuctions

11.58. direct investiments nbroad for
the year as o whole wera about $1,804
million, s compared with $1,560 mil-
lion in 1962. The cutflow was rela-
tively lorge n the first hall of the
yonr, In the third quarter the outflow
dropped sharply, buf that decline was
nemly compensated by o rise in the
fourth.

The large shift in direct investment
copital outflows from the third to the
fourth gqunrter even after seasonnl
sdjustment reflacted a change from n
ghort-term cash inflow [rom continental
Europe in the third guarter to an
outfiow in the fourth. Ancther factor
wis & large cash outflow to Venezuela,
congiderably higher then o the fourth
gquarter of 1062, The change may ba
associated with Pbax paymeuts and
seems to Be reflocted in official dollar
belances held by that eountry.

Direct investments in the fourth
quarter were nloo raised by o higher rate
of permanent investwent in Innnu-
{acturing and pelroleam companies,
inchiding about 340 million spent to
nequive existing European compnnies.

Although direst investment capitai
flowe vavied sharply between quariers,
the overall rise in 1963 would correspond
to the projected inerense in plant and
cquipment expenditures of the forcign
enterprises, as reported by the U.S,
parent companies eaxly in the year!

Not purchnses of loreign secuvikiss,
both newly issued and sutstanding (ex-
dading the special tranzaction in the
second quarter mentlionad sbove) ware
nob much higher in 1963 than in 1962,
During 1983, they dedined, howaver,

1 Bgrray af Ourrgat Tholnes, Oobdar L, p. 15,
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from shout $800 millien in the first
Lal{ (which waz nearly twice the 1962
Tot¢) to nbout 5108 million in the
egcond. Puorcheses of newly issued
agourities dropped—after sensonol ad-
justiment—{rem, a quartsly averags of
3430 million in the firat half of the year
to $218 million in the third quorter and
3115 million in the fourth.

T'ruansactions in outsianding securitics
shifted from net purchuses of about
5110 mllion in the ficst holf of 1903 (o
net liguidetions of $150 million in tha
second half. The net liquidaiion of
foveign equity securities in e fourth
quorter was about §100 million, with
continued net selling of Canadian
stocks and sizeable selling of European
stocks in contrast to large net purchnses
shrough Avgust. The shift from not
purchases to net sales probably was
stimulnted by the relatively buoynnt
gitnation of the U3, stock market, as
well as by the interest equalization tax
proposal. :

There was nlzo a substankinl shift
from 1962 to 1883 in investnenks by
nonfinancid corporations of fupds in
foreign time deposits nnd other short-
term receivables. In 1962 their hold-
ings ol such nssets inerensed by $266
million while in 1963 they were reduced
by %70 million (table 3}. New in-
vestments in such nsseis wers still
lurge during the first Laif of 1983, hut
the movement wns reversed sharply
during the second holf when over $200
million of such nssets were liquidnted.
Both the outflow in 1962 and early
1863 and the subsequent inflow affected
mainly U8, dollar assets held in
Connda. This change in movements
during 1963, which exceeded the usual
seasonal shilts of funds, ey be reloted
ter ¢he higher earning opportumities fm
reletively liguid investments in che
United States following the rise in
interest payments on such ussets in
the middle of the year. Longer term
corporate loans wera alse reduced, par-
ticularly in the feurth guarter, when
more than %150 million of credits
appeured to have been shifted to T.S.
commerciol banls.

The Inrgest rise in capitnl outflows
in 1883 was in bank eredits, both in
medivm-term credits with a contractual
matority of over one year and in short-

Lo
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Alnrch 1M

term loans some of which are made on
a revolving bnsiz and de faste are
frequently extended for periods ex-
oeeding 1 year, The total for the year
(without the apparent shilt of out-
stonding loana from comuvercinl con-
cernz] was about %1280 million, of
which about 3630 million were medinm-
terin loanz,  In 1082 total bank credits
were Jess than $400 million, including
not quite $120 million ion medivm-term
credits.

The nise in medium-torm bank eredits
started in the second quarier of the yenr
fbelore tho intorest mte squalization
tax wns proposed) but it nccalerated
during the zecond half even nfter taking
account of the more than 3150 million
npparently shilted from commercial
eoncerns.  The short-tarm bank credits
followad the samne pattern {particularly
if & very short-term loan o Enrope of
wbout F104 miltion axtendad at the end
of June snd repeid ently in July is
dizrogarded). With thess adjustments
and allownnee for sensonal variations,
bank eredita in the first hall of 1963
wera about $500 million nnd in the
second half. about $780 million.

The tet incrense in mediom-tern
bank loans for ths fourth quarter was
£459 million {¥415 million aftar seasonal
ndjestment), nenrly oll in December,
Lut this ineluded the evadits apparently
talken over from commercisl firms.
The loans were exiended to severel
Europasn countries, 08 wall as to a oum-
ber of Latin Amarican conntries, and
Jopnn,

Short-term cvedits by U3 banks
shifted abruptiy [rom o net liguidation
of obout %160 million in the thired
qunrter to net extengions of $4M million
in the fourth. A major part of the
sbift wns sensonal and it also resulted
from large eredits provided to Jopan.
In tha fourth querter thesa credits wera
$275 million, and followed over 5100
million in eredits extanded during the
Dther
crodils wers mainly to Latin America
and other less daveloped countries.
Some incresse cceurred also in cradits
to Canadn (offsetting in part tha return

{ low of corporate funds), but new

Ynding to the major financial centers

in Eurpos continved to be relatively
amull,

SURVEY OF CURRENT BUSINESS

Summary

The improvement in the balanee of
payments during 1963 reflects in part
[avarable changes in the more basic
seonomiz relntionships Dbebween this
country and the rest of the workl,
mensures tnkenn by the Government,
and some developments which may
have only temporary significanes.

The changa in these relationships
seams to have been reflested mainly in
merehondise trade, nnd perlinps zeme
of the capitnl movements. It seems to
ba bnsed on the rapid rise in lving
stindards in mozt of the other indus-
trinlized eountiies and some improve-
ment in investment opportunities hare,
Tha rise in experte seems to hnvs besn
pomewhat more than what could be
expacted from past exparience. The
ndditional exports—particularly to the
other industrinlized countries—appear
to have heen in agricultaral and to
n lesser extent in consumer goods. At
the same time sur othar exports, par-
ticularly in industiinl materials rnd
machinery, rose ag [orveipn Dbusingss
aetivity expandod.

In addition Lo these developments
we hnd the benefit of exceptionally
high exports of agricultural goods
which may be abtributed to stictly
temporary [actors,

Imports, whils alen expanding, moved
up eomewhnt slower than in earier
pericds of rising business aectivity, but
the lessar rise was mainly in imports
from the less developed eountries, some
of whom spend o relncively large park
af their exports aavhings in the TTaitad
States, Thelenger ron balance of pay-
mentz effect of the relatively slower
rise in imports, therafore, may not ba
ns Inrge az the relatively slaw import
riee itself may suppest.

Government mensures to reduce ex-
penditures snd incrense receipts abroad
resulted in a drop in military expendi-
tures and an inerease in foreigh orders
for militmy equipment stliich should be
followed by an increase in shipments.

The larga change during the year was,
of course, in capitnl outlows, particu-
tmly in net purchases of foreign securi-
ties. During the first half of the yenr
these transactions included lnrpe
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amounts of Canadian issues which wers
nob expected o continue nt that rate,
There were nlao indieetions, hewsver,
that new issues of other countrios would
continue torise.  The proposed interest
equnlization tax provided » barvier o
such new ssues smd also resulted in a
change from not purchises to net sales
of other foreign seewrities. This change,
hwrwever, may alse have roflected um-
proved investment opportunities in
daestic seenvities.  An bnportant shiflt
slso occurred in the flow of corporate
funds—muot rolnted to direst invest-
ments—from not ncquisitions of loreien
neeots in 1082 and tle first hall of 2062
to relatively large liquidations during
the latter part of the yenr. This shilt
muy reflect the rise in intereal rate on
relalively liquid nseets in the ¥nited
Stntes.

Even with these improvements, tha
outfow of U.3. capital—which basically
reflacts the larger supplies relntive to
demands here than abrond—remained
lnrge, porticularly through dirvect in-
vestments and bank loans, which in-
creesed substantinlly during the year.

Tha rencwed rise of eapital ontflows
in the [oucth quarter appeirs to reflest
deeper lying economie relationships ne
well nz tomporary diversions From
longer-run trends. Tha sxeeptionally
gharp rise in divect investments iy be
in the latter category, and thizs may also
apply to part of thoe rise in bank loans,
On the other side, howarsr, was tha
axcaptionally large raturn of funds from
Canadinn banks, This would suppest
thot omitting temporary fluctuations
eapital movemants in the fourbh quarter
may have been somewhng but not mueh
below the actual figures, but perhaps hy
ng much ae one-third wouder the rato in
the first half of the year

Abetracting fvom. the tomporary de-
velopments, and from the “special”
Government transactions that have
been reviewad, it would seem, that the
balnnee during the latter part of 1963
wna improved nnd probably broks out
of the range of adwverse balances be-
tween $3 to 34.5 hillion experienced he-
tween 1358 ond the fivst hall of 1003,
Thi= improvement, while zignificant,
was 1o quite as large, howerar, as tha
actual transnctions may suggest.



